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FROM: Utilities Division LJCKET{L&M [)u \‘b\ \g
DATE:  October 6, 2009 A
RE: UNS GAS, INC. — APPLICATION FOR APPROVAL OF A TEMPORARY

CUSTOMER CREDIT ADJUSTMENT FOR THE PERIOD NOVEMBER 2009
THROUGH OCTOBER 2010 (DOCKET NO. G-04204A-09-0459)

On September 22, 2009, UNS Gas, Inc. (“UNS Gas” or “the Company”) filed an
application for approval of a temporary customer credit adjustment, or surcredit, of “up to” $0.08
per therm for the period of November 2009 through October 2010.

UNS Gas is a natural gas utility providing service in the counties of Apache, Coconino,
Mohave, Navajo, Santa Cruz and Yavapai. As of July 2009, the Company had approximately
144,516 customers. Of these, 132,051 are Residential, with the remainder consisting of
Commercial, Industrial, Municipal and Irrigation customers.

In discussion with Staff, the Company clarified its request regarding the proposed
surcredit. It is requesting a specific surcredit of no more than $0.08 per therm. The UNS Gas
position is that, while $0.08 is the correct level of surcredit to pay down the over-collection, a
$0.06 or $0.07 surcredit would also be just and reasonable.

The Company has also requested that the surcredit be approved on an expedited basis.
~This would allow its customers to begin receiving the surcredit during the winter heating season,

when therm-usage is at its highest.

The UNS Gas PGA Mechanism

The Company recovers the cost of the gas, including its transportation costs, through a
Purchased Gas Adjustor (“PGA”) rate. Currently, the UNS Gas PGA rate is calculated based on
a twelve-month rolling average, with a $0.15 per therm annual bandwidth. The rolling average
and bandwidth are designed to reduce the volatility of gas costs passed on to customers. The
rolling average produces a more predictable and consistent PGA rate, while the bandwidth
provides another brake on volatility by limiting changes (increases or decreases) to no more than
$0.15 per therm, over a year’s time. These features of the PGA mechanism limit rate shocks to
customers.

Like other gas utilities, while UNS Gas is not allowed to make a profit on the cost of the
natural gas it provides, it is permitted to recover the cost of that gas. Differences between the
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rolling average cost of gas and the actual cost of natural gas are tracked and recorded in the PGA
bank balance, so that under-collections can be recovered by the Company and over-collections
can be returned to ratepayers. A $10 million threshold for over-collections ensures that over-
collections will be returned to ratepayers once this upper limit is reached.

Surcredit Options

Without the surcredit, the Company’s projections indicate that its PGA bank balance will
exceed the $10 million threshold for over-collection in October 2009, and remain above the
threshold through November 2010. (See the attached exhibit to review the level and duration of
the over-collection, without a surcredit and under various surcredit options.)

Staff’s analysis indicates that a surcredit is required to pay down the UNS Gas over-
collection and would be in the public interest. In order to set an appropriate surcredit level, the
advantages of paying down the over-collection in a timely fashion should be weighed against the
possibility of contributing to later under-collections that may be burdensome to resolve. (When
the Company is under-recovering for its cost of natural gas, a surcredit can increase an under-
collected bank balance, making it more likely that a surcharge, or additional per-therm charge,
would become necessary.) Several scenarios are discussed below.

Scenario 1: a surcharge of $0.07 per therm or less would result in a larger over-collected
balance at the end of 12 months and require slightly more time for the bank balance to reach
zero. Staff believes that a higher surcharge would more efficiently pay down the over-collection,
while still being unlikely to result in a burdensome under-collection in the period following the
end of the surcredit.

Under Scenario 1, customer bills would be reduced by an estimated average of $5.12
during the five highest usage (winter) months and an average of $1.12 during the five lowest
usage (summer) months.

Scenario 2: a surcharge of $0.08 per therm, as recommended by the Company, would
mean that an over-collection of $3.2 million would remain at the end of 12 months, in October
2010. However, significant under-collections in November and December 2010 would eliminate
the over-collected bank balance over the next two months, even without a surcredit in place. As
a result, the PGA bank balance would be modestly ($354,651) under-collected by the end of
2010. The Company projects that this under-collected balance would grow and remain in the $4
to $5 million range (exceeding $5 million for two months) through at least December 2012.
Based on these projections, UNS Gas indicated to Staff that the Company is unlikely to file for a
surcharge to resolve this level of under-collection.

Under Scenario 2, customer bills would be reduced by an estimated average of $5.85
during the five highest usage (winter) months and an average of $1.28 during the five lowest
usage (summer) months.
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Scenario 3: a surcharge of $0.09 per therm for 12 months would also eliminate the bank
balance by the end of 2011, but the December under-collected balance would be higher at
$1,481,695. With a $0.09 surcredit, under-collected balances projected for 2011 and 2012 would
reach $5.6 million by April 2011, remaining above $5 million, and going as high as $6.4 million,
during the projected period ending in December 2012. Given the volatility of natural gas prices, .
this scenario increases the likelihood of developing an excessive under-collected bank balance.

Under Scenario 3, customer bills would be reduced by estimated average of $6.58 during
the five highest usage (winter) months and an average of $1.44 during the five lowest usage
(summer) months.

Scenario 4: the final surcharge is a sculpted surcharge that begins at $0.10 per therm
during high usage months, then declines by stages to $0.01 over 13 months, decreasing to an
over-collected bank balance of $1,903,955 by November 2011. In this scenario, the over-
collected bank balance would be eliminated in the next month, shifting to a $518,441 under-
collection by December 2010. With this sculpted surcredit, under-collected balances projected
for 2011 and 2012 would reach $4.6 million by April 2011, remaining below $5 million for all
but three months during the projected period ending in December 2012. This approach to
designing the surcredit would decrease bills during high usage months more than alternate
scenarios, but provide smaller decreases during low usage months.

Under Scenario 4, customer bills would be reduced by an estimated average of $6.54
during the five highest usage (winter) months and an average of $0.65 during the five lowest
usage (summer) months.

Scenario 2, a surcredit of $0.08 per therm, provides a reasonable balance between
repaying ratepayers in a timely fashion and setting the surcredit at a level that is unlikely to
contribute to an excessive under-collection. Staff recommends that the surcredit be set at $0.08
per therm. Because the price of natural gas can vary dramatically over a short period of time,
possibly taking the bank balance to zero sooner than expected, Staff also recommends that the
period of the surcredit be set at 12 months, or until the bank balance reaches zero, whichever
occurs first.

Steven M. Olea
Director
Utilities Division

SMO:IMK:1hm\RM

ORIGINATOR: Julie McNeely-Kirwan
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BEFORE THE ARIZONA CORPORATION COMMISSION

KRISTIN K. MAYES
Chairman

GARY PIERCE
Commissioner

PAUL NEWMAN
Commissioner

SANDRA D. KENNEDY
Commissioner

BOB STUMP
Commissioner

IN THE MATTER OF THE APPLICATION
OF UNS GAS, INC. FOR APPROVAL OF A
TEMPORARY CUSTOMER CREDIT
ADJUSTMENT FOR THE PERIOD

DOCKET NO. G-04204A-09-0459
DECISION NO.
ORDER

NOVEMBER 2009 THROUGH OCTOBER
2010

Open Meeting

October 20 and 21, 2009
Phoenix, Arizona

BY THE COMMISSION:

FINDINGS OF FACT

Background

1. UNS Gas, Inc. (“UNS Gas” or “the Company) is engaged in providing natural gas
within portions of Arizona, pursuant to authority granted by the Arizona Corporation Commission.

2. On September 22, 2009, UNS Gas filed an application for approval of a temporary
customer credit adjustment, or surcredit, of “up to” $0.08 per therm for the period of November
2009 through October 2010.

3. UNS Gas provides service in the counties of Apache, Coconino, Mohave, Navajo,
Santa Cruz and Yavapai. As of July 2009, the Company had approximately 144,516 customers.
Of these, 132,051 are Residential, with the remainder consisting of Commercial, Industrial,

Municipal and Irrigation customers.
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4. In discussion with Staff, the Company Vclariﬁed its request regarding the proposed
surcredit. It is requesting a specific surcredit of no more than $0.08 per therm. The UNS Gas
position is that, while $0.08 is the correct level of surcredit to pay down the over-collection, a
$0.06 or $0.07 surcredit would also be just and reasonable. |

5. The Company has also requested that the surcredit be approved on an expedited
basis. This would allow its customers to begin receiving the surcredit during the winter heating
season, when therm-usage is at its highest.

The UNS Gas PGA Mechanism

6. The Company recovers the cost of the gas, including its transportation costs, |
through a Purchased Gas Adjustor (“PGA”™) rate. Currently, the UNS Gas PGA rate is calculated
based on a twelve-month rolling average, with a $0.15 per therm annual bandwidth. The rolling
average and bandwidth are designed to reduce the volatility of gas costs passed on to customers.
The rolling average produces a more predictable and consistent PGA rate, while the bandwidth
provides another brake on volatility by limiting changes (increases or decreases) to no more than
$0.15 per therm, over a year’s time. These features of the PGA mechanism limit rate shocks to
customers.

7. Like other gas utilities, while UNS Gas is not allowed to make a profit on the cost
of the natural gas it provides; it is permitted to recover the cost of that gas. Differences between
the rolling average cost of gas and the actual cost of natural gas are tracked and recorded in the
PGA bank balance, so that under-collections can be recovered by the Company and over-
collections can be returned to ratepayers. A $10 million threshold for over-collections ensures that
over-collections will be returned to ratepayers once this upper limit is reached.

Surcredit Options

8. Without the surcredit, the Company’s projections indicate that its PGA bank
balance will exceed the $10 million threshold for over-collection in October 2009, and remain
above the threshold through November 2010.

9. Staff’s analysis indicates that a surcredit is required to pay down the UNS Gas over-

collection and would be in the public interest. In order to set an appropriate surcredit level, the

Decision No.
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advantages of paying down the over-collection in a timely fashion should be Weighéd against the
possibility of contributing to later under-collections that may be burdensome to resolve. (When
the Company is under-recovering for its cost of natural gas, a surcredit can increase an under-
collected bank balance, making it more likely that a surcharge, or additional per-therm charge,
would become necessary.) Several scenarios are discussed below. |

10. Scenario 1: a surcharge of $0.07 per therm or less would result in a larger over-
collected balance at the end of 12 months and require slightly more time for the bank balance to
reach zero. Staff believes that a higher surcharge would more efficiently pay down the over-
collection, while still being unlikely to result in a burdensome under-collection in the period
following the end of the surcredit.

11. Under Scenario 1, customer bills would be reduced by an estimated average of
$5.12 during the five highest usage (winter) months and an average of $1.12 during the five lowest
uéage (summer) months.

12. - Scenario 2: a surcharge of $0.08 per therm,‘as recommended by the Company,
would mean that an over-collection of $3.2 million would remain at the end of 12 months, in
October 2010. However, significant under-collections in November and December 2010 would
eliminate the over-collected bank balance over the next two months, even without a surcredit in
place. As a result, the PGA bank balance would be modestly ($354,651) under-collected by the
end of 2010. The Company projects that this under-collected balance would grow and remain in
the $4 to $5 million range (exceeding $5 million for two months) through at least December 2012.
Based on these projections, UNS Gas indicated to Staff that the Company is unlikely to file for a
surcharge to resolve this level of under-collection.

13.  Under Scenario 2, customer bills would be reduced by an estimated average of
$5.85 during the five highest usage (winter) months and an average of $1.28 during the five lowest
usage (summer) months.

14. Scenario 3: a surcharge of $0.09 per therm for 12 months would also eliminate the
bank balance by the end of 2011, but the December under-collected balance would be higher at
$1,481,695. With a $0.09 surcredit, under-collected balances projected for 2011 and 2012 would

Decision No.
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reach $5.6 million by April 2011, remaining above $5 million, and going as high as $6.4 million,
during the projected period ending in December 2012. Given the volatility of natural gas prices,
this scenario increases the likelihood of developing an excessive under-collected bank balance.

15.  Under Scenario 3, customer bills would be reduced by an estimated average of
$6.58 during the five highest usage (winter) months and an average of $1.44 during the five lowest -
usage (summer) months.

16.  Scenario 4: the final surcharge is a sculpted surcharge that begins at $0.10 per
therm during high usage months, then declines by stages to $0.01 over 13 months, decreasing to an
over-collected bank balance of $1,903,955 by November 2011. In this scenario, the over-collected
bank balance would be eliminated in the next month, shifting to a $518,441 under-collection by
December 2010. With this sculpted surcredit, under-collected balances projected for 2011 and
2012 would reach $4.6 million by April 2011, remaining below $5 million for all but three months
during the projected period ending in December 2012. This approach to designing the surcredit
would decrease bills during high usage months more than alternate scenarios, but provide smaller
decreases during low usage months.

17. Under Scenario 4, customer bills would be reduced by an estimated average of
$6.54 during the five highest usage (winter) months and an average of $0.65 during the five lowest
usage (summer) months.

18. Scenario 2, a surcredit of $0.0S per therm, provides a reasonable balance between
repaying ratepayers in a timely fashion and setting the surcredit at a level that is unlikely to
contribute to an excessive under-collection. Staff has recommended that the surcredit be set at
$0.08 per therm. Because the price of natural gas can vary dramatically over a short period of
time, possibly taking the bank balance to zero sooner than expected, Staff has also recommended
that the period of the surcredit be set at 12 months, or until the bank balance reaches zero,
whichever occurs first.

CONCLUSIONS OF LAW

1. UNS Gas is an Arizona public service corporation within the meaning of Article

XV, Section 2, of the Arizona Constitution.

Decision No.
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2. The Commission has jurisdiction over UNS Gas and over the subject matter of the

application.
3. The Commission, having reviewed the application and Staff’s Memorandum dated

October 6, 2009, concludes that it is in the public interest to approve a temporary customer credit
(or surcredit).
ORDER

IT IS THEREFORE ORDERED that a $0.08 per-therm surcredit be established beginning
November 1, 2009, to continue for twelve months, or until the UNS Gas, Ihc. purchased gas
adjustor bank balance reaches zero, whichever occurs first.

IT IS FURTHER ORDERED that this Decision shall become effective immediately.

BY THE ORDER OF THE ARIZONA CORPORATION COMMISSION

CHAIRMAN COMMISSIONER

COMMISSIONER COMMISSIONER COMMISSIONER

IN WITNESS WHEREOF, I, ERNEST G. JOHNSON,
Executive Director of the Arizona Corporation Commission,
have hereunto, set my hand and caused the official seal of
this Commission to be affixed at the Capitol, in the City of
Phoenix, this day of , 2009.

ERNEST G. JOHNSON
EXECUTIVE DIRECTOR

DISSENT:

DISSENT:

SMO:JMK:lhm\RM

Decision No.
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SERVICE LIST FOR: UNS Gas, Inc.

DOCKET NO. G-04204A-09-0459

Mr. Michael W. Patten

Roshka DeWulf & Patten, PLC

One Arizona Center

400 East Van Buren Street, Suite 800
Phoenix, Arizona 85004

Mr. Philip J. Dion

UniSource Energy Services

One South Church Avenue, Suite 200
Tucson, Arizona 85701

Mr. Steven M. Olea

Director, Utilities Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Ms. Janice M. Alward

Chief Counsel, Legal Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Docket No. G-04204A-09-0459

Decision No.
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